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Account into which an Intermediary
must deposit the proceeds from SBA
loans, its contributions from non-Fed-
eral sources, and payments from its
Microloan borrowers. An Intermediary
may only withdraw from this account
the money needed to establish the
Loan Loss Reserve Fund (§120.710), pro-
ceeds for each Microloan it makes, and
any payments to be made to SBA.

§120.710 What is the Loan Loss Re-
serve Fund?

(a) General. The Loan Loss Reserve
Fund (“LLRF”’) is an interest-bearing
Deposit Account which an Inter-
mediary must establish to pay any
shortage in the MRF caused by delin-
quencies or losses on Microloans. An
Intermediary must maintain the LLRF
until it has repaid all obligations it
owes SBA.

(b) Level of Loan Loss Reserve Fund.
Until it is in the Microloan program
for at least five years, an Intermediary
must maintain a balance on deposit in
its LLRF equal to 15 percent of the
outstanding balance of the notes re-
ceivable owed to it by its Microloan
borrowers (‘‘Portfolio’’).

(c) SBA review of Loan Loss Reserve
Fund. After an Intermediary has been
in the Microloan program for five
years, it may request SBA’s appro-
priate Office of Capital Access official
in accordance with Delegations of Au-
thority to reduce the percentage of its
Portfolio which it must maintain in its
LLRF to an amount equal to the ac-
tual average loan loss rate during the
preceding five-year period. Upon re-
ceipt of such request, he/she will review
the Intermediary’s annual loss rate for
the most recent five-year period pre-
ceding the request.

(d) Reduction of Loan Loss Reserve
Fund. The appropriate Office of Capital
Access official in accordance with Del-
egations of Authority has the author-
ity to reduce the percentage of an
Intermediary’s Portfolio that it must
maintain in its LLRF to an amount
equal to the actual average loan loss
rate during the preceding five-year pe-
riod. The appropriate Office of Capital
Access official in accordance with Del-
egations of Authority cannot reduce
the LLRF to less than ten percent of
the Portfolio.

§120.712

(e) What must an intermediary dem-
onstrate to get a reduction in Loan Loss
Reserve Fund? To receive a reduction in
its LLRF, an Intermediary must:

(1) Have satisfactory SBA perform-
ance, as determined by SBA in its dis-
cretion. The Intermediary’s Risk Rat-
ing, among other factors, will be con-
sidered in determining satisfactory
SBA performance. Other factors may
include, but are not limited to, on-site
review/examination assessments, his-
torical performance measures (like de-
fault rate, purchase rate and loss rate),
loan volume to the extent that it im-
pacts performance measures, and other
performance related measurements and
information (such as contribution to-
ward SBA mission); and

(2) No other factors exist that may
impair the Intermediary’s ability to
repay all obligations which it owes to
the SBA under the Microloan program.

[61 FR 3235, Jan. 31, 1996, as amended at 65
FR 17439, Apr. 3, 2000; 73 FR 75517, Dec. 11,
2008]

§120.711 What rules govern Inter-
mediaries?

Intermediaries must operate in ac-
cordance with applicable statutes, reg-
ulations, policy notices, SBA’s Stand-
ard Operating Procedures (SOPs), and
the information in the application.

§120.712 How does an Intermediary
get a grant to assist Microloan bor-
rowers?

(a) General. An Intermediary is eligi-
ble to receive grant funding from SBA
of not more than 25 percent of the out-
standing balance of all SBA loans to
the Intermediary. The Intermediary
must contribute, solely from non-Fed-
eral sources, an amount equal to 25
percent of the grant. Contributions
may be made in cash or in kind.

(b) Limitations on grant funds. An
Intermediary may not borrow its con-
tribution. It may only use grant funds
to provide Microloan borrowers with
marketing, management, and technical
assistance, except that:

(1) Up to 25 percent of the grant funds
may be used to provide information
and technical assistance to prospective
Microloan borrowers; and

(2) Grant monies may be used to at-
tend training required by SBA.
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